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THE INSPECTOR GENERAL’S STATEMENT

This Semiannual Report, covering the period from April 1 through September 30, 1994, documents
many significant accomplishments of the men and women of the U.S. Department of Labor’s (DOL)
Office of Inspector General (OIG). Particularly noteworthy is the OIG nationwide audit of the Targeted
Jobs Tax Credit Program; an extensive investigation of corruption involving Mine Safety and Health
inspectors; the conclusion of an investigation into a muilti-million dollar health insurance scam; and
the OIG’s audit on the impact of pension plan terminations on participants.

From a legislative perspective, two areas critical to the mission of the OIG were addressed in this
Congress. First, largely as aresult of the OIG actively working with the Congress and the Depart-
ment, legislation to permanently amend the Federal Employees’ Compensation Act (FECA) and its
related criminal statutes was introduced by Senator Harkin of lowa and enacted. The OIG believes
that this change in the law will greatly deter fraud and abuse of the FECA program. Second, the
Federal Acquisition Streamlining Act, introduced by Senator Glenn of Ohio, was passed by Con-
gress. This comprehensive procurement reform measure contains provisions that codify and clarify
what costs contractors may submit to the Government and provides all Federal agencies with the
same authority to assess penalties against abusers. OIG audits have repeatedly identified abuses
and, in May of this year, | testified before the Senate Committee on Appropriations, Subcommittee
on Labor that | believed this to be a widespread Government problem. The OIG is of the opinion that
this measure will go a long way towards deterring contractors from submitting improper charges to
the Government.

During this period, in keeping with the Governmentwide streamlining and reinvention principles of
the National Performance Review, the OIG initiated a comprehensive review of its internal organiza-
tional structure in order to consolidate functions and to the extent possible, eliminate supervisory
and senior management positions, especially within headquarters. Through consolidation of OIG
management responsibilities, 3 Senior Executive Service (SES) and 10 GS-15 positions have been
eliminated, for a reduction of one-third of the headquarters SES and GS-15 positions. The OIG
intends to continue to identify and implement further streamlining initiatives.

As in the past, my staff and | remain committed to working with Secretary Reich and the DOL man-
agement team to ensure that DOL programs and funds are effectively, efficiently, and economically
managed; and that program results are maximized.

nspector General
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SIGNIFICANT CONCERNS
OF THE INSPECTOR GENERAL

The Targeted Jobs Tax Credit (TJTC) Program was created to induce
Ineffective employers to hire disadvantaged individuals in exchange for Federal
TJTC Program tax credits. However, a recent OIG nationwide audit of the program
Should be Eliminated  determined that 92 percent of the employees in our audit sample would
have been hired regardiess of the tax credit. In most cases, TJTC eligi-
bility was determined after the decision to hire was made. As aresult
of the audit findings, the OIG recommended in the report and in testi-
mony before the House Committee on Government Operations, Sub-
committee on Employment, Housing, and Aviation that the program be
eliminated. The Administration testified at that hearing and before the
House Committee on Ways and Means, Subcommittee on Special
Revenue Measures, that it does not support extension of the program in
its current form.

The TJTC program was not reauthorized during this Congress and, there-
fore, will expire in December of this year. As Congress continues to
assess the effectiveness of the TJTC program, the OIG urges that the
program be eliminated, since the tax credit results in a windfall for em-
ployers rather than in inducing them to hire the disadvantaged.

The Job Corps Program was created 30 years ago as a residential
education and training program to assist disadvantaged youths to be-
come more employable, productive citizens. The OIG believes this pro-
gram is an important tool in helping disadvantaged young men and
women to turn their lives around and increase their economic eaming
power. This important mission, coupled with the fact that the program’s
costs exceed $1 billion per year, makes ensuring Job Corps’ success
vitally important. At arecent congressional hearing, the OIG testified
that, while DOL has generally taken corrective action in response to
OIG recommendations to improve the program, there continue to be
pockets of ineffectiveness within the program that need to be addressed
by DOL before it continues to recommend that Job Corps be signifi-
cantly expanded. The OIG notes that wide variances in overall perfor-
mance among Job Corps centers remain. The OIG believes attention
is needed in this important area to ensure that every student entering
Job Corps has the same chance to succeed, regardless of what center
he or she attends, and to ensure that scarce resources are not wasted.

Pockets of
Ineffectiveness in the
Job Corps Need

to be Addressed

/]
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Audits of

Pension Plan Assets
by Public Accountants
Are Inadequate

The OIG Continues to
Uncover Health Care
Fraud Schemes

Since 1984, the OIG has reported that hundreds of billions of dollars in
employee pension funds are not being fully audited by independent public
accountants to ensure that they are being safeguarded and available in
the future to pay promised benefits. The limited scope audit provision
of the Employee Retirement Income Security Act (ERISA) of 1974 is an
important contributor to the danger of incomplete auditing of pension
plan assets. The limited scope audit provision exempts from review by
an auditor all pension plan funds that have been invested in institutions
such as savings and loans, banks, or insurance companies already regu-
lated by Federal or State Governments. At the time ERISA was passed,
it was assumed that all funds invested in those regulated industries were
being adequately audited. Unfortunately, as has since been discov-
ered, this is far from true. The OIG has long recommended that ERISA
be amended to repeal the limited scope audit provision. Such a change
will be a major step that will involve public accountants in the kind of
active role that ERISA originally intended them to take — that of offering
afirst line of defense to pension plan participants by apprising them of
potential problems with their pension plans.

In addition, the OIG is concerned with some of the potential conflicts of
interest that are inherent in the audit procurement process. Specifically,
the current pension plan audit process is flawed by the system that is
being used to procure pension plan audits, since the plan administra-
tors are the ones who normally select and pay the auditors of their own
plans. Moreover, the public accountants generally report their findings
directly to the same plan administrators who are responsible for their
being hired. This creates an awkward situation at best, and a potential
conflict of interest at worst, since a public accountant who finds fault with
a plan may be jeopardizing the chance to be considered by that plan for
future engagements. Furthermore, if the public accountant reports only
to the plan administrator, the administrator may not possess the initia-
tive and/or independence necessary to take any necessary corrective
actions. Although this past Labor Day marked the 20th anniversary of
the enactment of ERISA, the OIG is concerned that very little progress
has been made to correct these vulnerabilities.

Criminal investigations by the OIG's Office of Labor Racketeering (OLR)
continue to uncover multi-million dollar, multi-state health care fraud

'schemes in Multiple Employer Welfare Arrangements (MEWAs). These

are arrangements among groups of employers with a common interest
to pool resources to provide health care coverage to their employees.

i
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Since 1989, OLR has uncovered several “entrepreneurial” MEWAs,
which are arranged and sold by operators with no relation to the partici-
pating employers. A number of these MEWAs were managed by inex-
perienced and, in some cases, unscrupulous individuals who falsely
claimed to be exempt from state insurance regulation. Using the pre-
emption feature of the ERISA as a shield, some fraudulent MEWWAs have
swindled tens of thousands of American workers out of millions of dol-
lars in premiums, and left many millions more in unpaid medical claims.
It is evident that the large amounts of money residing in pension plans
(estimated at a total in excess of $2.7 trillion) and the billions of dollars
flowing through employee benefit plans is a lucrative target for rack-
eteers.

Recently, OLR investigations have narrowed their focus from typical
MEWA operations to bogus labor unions. Initial indications show that
these “unions” conduct no legitimate collective bargaining and provide
no representation for their members, but merely serve as vehicles for
the sale of insurance outside of the scrutiny of state insurance regula-
tors.

In light of the financial ruin that many American families have suffered
because of the loss of medical coverage and benefits, OLR will con-
tinue its priority to combat criminal activity in employee benefit funds.
Through our investigative efforts, the OLR seeks to prevent these fraudu-
lent health care operations from gaining an air of legitimacy under health
care reform and to prevent the operators from marketing a product des-
tined for abuse.

iv
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SELECTED STATISTICS
April 1 - September 30, 1994

Office of Audit

Reportsissued on DOL activities ... 178
Total QUESHIONEA COSES .......ccoueiie e $ 13.2 million
DOMArS rESOIVEA .........ooiiiiiieeiee ettt e e $ 23.4 million
ANIOWEA ...t $ 11.9 million
DIiSAllOWEd ...t $ 5.8 million
Agreed funds puttobetteruse ...............ccccovvvvviviiiiiiiiiiiiiiiins $ 5.7 million

Office of Investigations

CaSES OPENEA ... 168
(03171 o] [0 1= Yo IO 186
Casesreferred for ProSECULION .............ouueiiiiiiieeee e e e e aeenes 115
Cases referred for administrative/Civil @Ction ...............veiiiiiiiiieeee e 108
[ To [[o 12 0= 0| RSP 108
CONVICHIONS ..o ettt e 77
Recoveries, cost efficiencies, restitutions, fines/penalties,

and Civilmonetary aCtIONS ...........oovveiieeeeeeeeee e $2.1 million

Office of Labor Racketeering

CASES OPENEA ... et e e e e ettt eaaeees 57
(OF= 1= T3 o] (o LT o TR 56
INAICIMENES ... et e et et et e ta et e e e e anaas et 76
(07070 1V. To" (To] o - J OO PO 76
T aT=E U $0.6 million
RS I ULIONS ..ottt e e et e e e s e e e e e e e e e e e e e e e e e e e e e e e a e eeaaes $ 2.9 million
FOMBIUIES ... e et $ 6.2 million

NOTE: The Office of Investigations and the Office of Labor Racketeering conduct criminal investigations of individuals which
can lead to prosecutions (“indictments") by criminal complaints, warrants, informations, indictments, or pre-trial diversion
agreements. Successful prosecutions may carry sentences such as fines, restitutions, forfeitures, or other monetary penal-
ties. The Office of Investigations' monetary results also include administrative and civil actions which are further detailed and
defined in an Appendix on page 48 of this report.
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OFFICE OF AUDIT

EMPLOYMENT
AND TRAINING
ADMINISTRATION

STATE EMPLOYMENT
SECURITY AGENCIES

Targeted Jobs Tax Credit
Program

During this reporting period, 178 audits of program activities, grants
and contracts were issued. Of these, 21 were performed by OIG
auditors, 15 by CPA auditors under OIG contract, 23 by State and
Local Govermment auditors for DOL grantees and subrecipients, and
119 by CPA firms hired by DOL grantees or subrecipients. A list of
these audit reports is contained in the Audit and Schedules Section
of this report.

The Employment and Training Administration (ETA) administers a
number of statutes related to employment and training services for
the unemployed and underemployed, employment security for work-
ers, and other programs that are directed to the employment needs
of the Nation.

A major ETA responsibility is to administer the Job Training Part-
nership Act (JTPA). JTPA authorizes a decentralized structure for
the delivery of employment and training services, which is funded
through grants and administered predominantly by the states. ETA's
employment security functions are carried out by the Unemployment
Insurance Service (UIS), which administers a nationwide unemploy-
ment compensation system, and the U.S. Employment Service
(USES), which administers a nationwide public employment ser-
vice system.

Programs under the UIS and the USES are operated by State Em-
ployment Security Agencies (SESAs).

The Targeted Jobs Tax Credit (TJTC) program was enacted in 1978.
The purpose of the program is to induce employers to hire mem-
bers of nine targeted groups -- predominantly disadvantaged, hard-
to-employ individuals — in exchange for tax credits. The Joint Com-
mittee on Taxation estimates that in 1994, the TJTC program will
result in revenue losses of nearly $300 million.
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Nationwide Audit of the Targeted Jobs Tax Credit Program

During this reporting period, the OIG completed a nationwide audit
of the TJTC program which examined activities for the period July 1,
1991 through June 30, 1992. The audit covered 9 states and in-
cluded an evaluation of 1,150 individuals for whom employers re-
ceived TJTC eligibility certifications. The audit sample design al-
lowed the OIG to statistically project its sample results to the pro-
gram nationwide.

The OIG found that the tax credits did not induce employers to hire
members of the targeted groups. Nationally, the OIG projects 92
percent of those individuals for whom employers could have claimed
a credit would have been hired regardless of the tax subsidy. More-
over, employers typically checked for TJTC eligibility after the hiring
decision was made. Most employers paid contractors to determine
whether job applicants met the TJTC program'’s eligibility require-
ments and to assist in obtaining an eligibility certification from State
Employment Security Agencies (SESAs).

For the audit period, the OIG estimates that the costs of the TJTC
program exceeded its benefits by over $234 million. That is, for
each dollar in administrative costs and tax credits, only about 37
cents in economic benefits were returned.

The audit disclosed that TJTC employment is typically character-
ized by low-wage, low-skill, high-turnover jobs that offer no benefits.
The OIG projects that through their TJTC employment, about:

« 1in 3 employees was paid the minimum wage allowed by law,
for all TJTC jobs in our sample, starting wages averaged $4.96.

« 2 of 3 employees worked part-time.

+ 2 of 3 employees received no fringe benefits, such as health or
life insurance.

+ 3 of 4 employees were no longer with the TJTC employer five
quarters after being hired.

The OIG also compared TJTC employment-related wages, hours
worked, fringe benefits and other job characteristics with the same
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measures for jobs employees held before and after their TJTC em-
ployment. Overall, the TJTC jobs were much like other jobs in the
individuals’ employment histories. That is, the TJTC job was an-
other entry-level, low-pay, low-skill job in a succession of similar jobs
many of the individuals had previously held. TJTC-covered employ-
ment was the first job for only 13 percent of the individuals we
sampled.

The OIG concluded that the TJTC program is not an effective means
of helping target group members find employment. For the most
part, the TJTC program simply does not cause the employment of
the target group members. As aresult, the OIG recommended that
the Secretary encourage Congress to discontinue the program when
its authorization expires on December 31, 1994.

In its response to the OIG report, ETA commented that past studies
have cast doubt on the TJTC program’s effectiveness and that the
audit report, “... adds to those indications and deepens our concern
about the program’s design.” However, ETA suggested that the
audit is insufficient and that a “scientific study” with a “carefully con-
structed methodology” is necessary to determine the program’s long-
term impact. ETA indicated it shares OIG’s concern that the pro-
gram “does not effectively provide incentives for employers to hire
individuals in the targeted groups” and will “continue to examine ways
to strengthen achievement . . . including commissioning of a scien-
tific study on the program’s overall effectiveness.”

The OIG is disappointed by ETA's response. We believe continuing
the program while funding yet another study of this already exten-
sively studied program will only add to its considerable expense,
delay corrective action, and frustrate the objectives of the Vice
President’s National Performance Review. Moreover, in its 16-year
history, a number of amendments have unsuccessfully attempted to
“fix” the program. The OIG is of the opinion that because the pro-
gram seldom achieves its intended purpose - to cause the employ-
ment of these target group members -- it should be eliminated.

Congressional hearings by two House subcommittees on the fate of
the program were held following the issuance of the OIG report and
are discussed in the Executive Direction and Management section
of this report. (Report No. 04-84-021-03-320, issued August 18, 1994)
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Arizona Department of
Economic Security

Arizona Department of Economic Security Audit of Task IV Analysis

The OIG audited the Task IV analysis prepared by the Arizona De-
partment of Economic Security (ADES) for the period October 1,
1987 through September 30, 1990. By agreement between the U.S.
Department of Labor and the ADES, ADES was required to com-
plete several specific tasks to correct deficiencies noted during the
FYs 1988, 1989, and 1990 audits performed under provisions of
the Single Audit Act, and to provide assurance that Federal expen-
ditures were correctly accounted for and reported. Task IV called for
ADES to provide reasonable assurances that expenditures in ex-
cess of obligational authority for the period October 1, 1984 through
September 30, 1990, were funded with non-Federal dollars.

The OIG audit contains a scope limitation on the Task IV Analysis
and one finding. The scope was limited because the audit did not
include atest of allowability of individual transactions for non-DOL
programs, nor for DOL programs for the period October 1, 1987 to
September 30, 1988. The finding involves duplicate billings of
$731,178 which were made under a Wagner-Peyser grant for JTPA
and Rehabilitation Services Administration activities. (Report No. 12-
94-018-03-325, issued August 24, 1994)

ADES Schedule of DOL Financial Assistance

The OIG performed an audit on the schedules of the Department’s
financial assistance to the Arizona Department of Economic Secu-
rity (ADES) for the 2 years ended June 30, 1990, and the 2 years
ended September 30, 1990. The audit report contains an unquali-
fied opinion on the schedules.

The internal control report notes three reportable conditions which
are considered material weaknesses: (1) ADES did not maintain
documentation to support allowability of costs incurred outside the
specified grant period; (2) ADES did not maintain adequate docu-
mentation to support journal entries used to transfer costs between
DOL grants; and (3) ADES did not perform regular reconciliations
between the ADES accounting systems and the State of Arizona
accounting system.

The compliance findings include: (1) nonpersonnel service costs of
$101,215 that were charged to incorrect DOL grants; (2) reported
costs that include $174,193 of costs incurred subsequent to the grant
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JTPA TITLES It AND ili
PROGRAMS

period; and (3) $326,493 of costs that were transferred between
grants without documentation to support benefit to the DOL grants
charged. (Report No. 12-84-017-03-325, issued August 24, 1994)

Title Il of the JTPA authorizes employment and training services for
eligible adults and youth and is funded through grants administered
by the states. Title Il authorizes the Economic Dislocation and
Worker Adjustment Assistance (EDWAA) program which provides
comprehensive employment, training, and support services to eli-
gible dislocated workers.

Georgia Mountains Regional Development Center

The Georgia Mountains Regional Development Center was estab-
lished to promote economic development within a 13-county area in
northern Georgia. The Center has been designated as the Service
Delivery Area for North Georgia. In addition to DOL grants, the cen-
ter administers other Federal and State programs.

As a result of concerns raised by ETA, the OIG audited selected
expenditures of the $2.6 million which was charged to DOL grants
for Program Year 1992. However, the audit disclosed issues which
caused us to examine earlier years’ financial activities.

Georgia law prohibits regional development centers from directly
providing participant assistance services to the public. To avoid
this prohibition, the Center created related nonprofit corporations
and contracted with them for delivery of services. In 1992, the Geor-
gia State Attorney General issued an opinion indicating it was im-
proper for the Center to have created and contracted with the re-
lated entities.

Following the opinion, the Center began contracting with a for-profit
organization to serve the programs’ participants. Many of the costs
claimed by the contractor are for items or facilities the Center or its
related entities have available. Consequently, the contracts with for-
profit vendors have increased administrative costs of the programs
and reduced funds available to assist those needing help.

The audit also found indirect costs the Center charged to the DOL
grants often provided little or no benefit to Labor’'s programs. When
beneficial, the services for which Labor programs were charged in-
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direct costs could have been obtained at little or no cost from other
sources.

The OIG audit also identified abuses related to a $336,000 contract
modification involving a contract between the Center and a for-profit
contractor. The funds were intended to provide participants with on-
the-job training. However, because the contract’s terms were im-
properly negotiated, the contractor retained nearly two-thirds of the
funds as fees. The OIG did not question these charges because a
recent ETA review has recommended their recovery.

The OIG questioned rental costs of $164,506, charged to DOL grants,
for space in buildings which were purchased predominantly with
Federal funds. The Center continued to charge rent for office space
after the buildings’ construction debt was retired through “rental”
charges to Federal grants.

The OIG recommended the Assistant Secretary for Employment and
Training require the State to pursue a more cost effective program
delivery system. As several other Georgia Regional Development
Centers operate in similar circumstances, corrective action should
also address their activities. We also recommended recovery of
$164,506 in improper rental charges.

In his response, the Center’s Executive Director expressed general
agreement that the Center’s limited capability to deliver participant
services has increased administrative costs borne by Federal pro-
grams. However, the Director contends that the rental charges in-

cluded aliowable operation and maintenance expenses. (Report No.
04-94-025-03-340, issued August 11, 1994)

JTPATitle IV authorizes employment and training programs for Na-
tive Americans, Seasonal Farmworkers, and other activities and pro-
grams collectively known as “National Programs.”

JTPA Title IV grants awarded to Native American groups are de-
signed to improve the economic well-being of Native Americans (In-
dians, Eskimos, Aleuts, and Native Hawaiians) by providing job train-
ing and employment-related services to eligible individuals.
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Seasonal Farmworker
Programs

The Falmouth Institute ($141,882 Disallowed)

The Falmouth Institute is a for-profit corporation that largely provides
consultant services to Native American and Indian organizations.
ETA awarded Falmouth a contract to provide training and technical
assistance through on-site visits for Native American and Indian grant-
ees funded under JTPA and to conduct specified training seminars.

On September 7, 1994, the ETA Contracting Officer issued a final
decision disallowing $141,882 of the $145,411 guestioned costs in
the OIG audit report issued on October 29, 1993. The questioned
costs result from the OIG’s audit of the direct and indirect costs
claimed during the period June 20, 1990 to June 20, 1992. (Report
No. 18-94-001-07-735, issued October 29, 1993)

JTPA Title IV also authorizes employment and training programs
designed to meet the special needs of seasonal farmworkers.

California Human Development Corporation (CHDC)
($1.165,160 Questioned)

CHDC is a nonprofit corporation that received a number of grants
directly from the Department of Labor to operate employment and
training programs for migrant and seasonal farmworkers in three
States (California, Oregon and Washington). The OIG performed a
financial and compliance audit of expenditures made by CHDC's
branch office known as Washington Human Development (WHD),
selected Seattle-King County Private Industry Council agreements
and property administrative practices. The audit resultedin $1.17
million in questioned costs (27 percent of the $4.3 million in reported
costs for the 18-month period audited).

Our major findings were that: (1) WHD charged salaries and fringe
benefits of administrative personnel; and the costs of audits, sur-
veys, and consultants totalling $690,121 to the training cost category,
rather than the administration cost category, which allowed WHD to
circumvent the 20 percent limitation on administration costs; (2)
costs claimed of $222,113 in WHD’s Financial Status Reports were
not supported by expenditure records; and (3) CHDC demonstrated
a total lack of control over Federal funds, including drawing down
funds far in excess of WHD’s immediate needs, failing to pay WHD
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vendors in a timely fashion, and failing to complete bank reconcilia-
tions and related followup matters in a timely manner. Interest com-
puted on the excess cash that should be retumed to DOL is $67,244.
Our other questioned costs resulted from duplicate charges, inequi-
table allocations, unreasonable/unallowable charges and lack of
supporting documentation. In early May, the OIG issued an alert
memo to inform the Secretary and ETA that CHDC had already drawn
down just about all of the years’ funds under its DOL grants and, in
doing so, had diverted about $1.5 million for non-grant uses (in ad-
dition to our questioned costs on the Washington grant). We in-
formed the Department that CHDC appeared to be virtually bank-
rupt, with a large corporate debt and severe cash flow problems.
ETA then notified CHDC that it would not be refunded for Program
Year 1994. The training programs were offered to the three States.
They all accepted; however, California and Oregon chose CHDC to
run the programs for them as a subgrantee. On September 1, 1994,
CHDC declared Chapter 11 bankruptcy. (Report No. 18-94-018-03-365,
issued August 18, 1994)

JTPA Title IV authorizes funds for nationally administered activities
such as training and technical assistance programs, research and
evaluation projects, and pilot and demonstration projects.

Opportunities Industrialization Centers of America, Inc. (OICA)

OICA is a nonprofit organization established to provide training and
job creation services to the poor and unemployed. It accomplishes
this task primarily through approximately 70 affiliates, or job training
centers, throughout the U.S. OICA provides technical assistance
and training to its affiliates through several mechanisms including
workshops and classes, on-site visits, preparation and dissemina-
tion of technical “how to” manuals, and information bulletins concem-
ing various aspects of JTPA and other job training legislation.

The OIG audited $4.8 million in direct costs claimed by OICA under
a partnership grant for the 3 fiscal years ended September 30, 1993,
and in indirect cost rates proposed by OICA for the 3 fiscal years
ended June 30, 1993.

The audit resulted in questioned direct costs of $192,588 and ques-
tioned indirect costs of $360,011. In addition, OICA did not remit to
DOL $2,268 in interest earned, as required. However, OICA billed
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DOL using indirect cost rates substantially lower than either the rates
it had proposed or the “audit recommended” rates. As a result, if
the “audit recommended” rates are accepted and the questioned
direct costs are sustained, then OICA would owe DOL $142,044.

The questioned direct costs resulted from OICA billing for costs which
exceeded the amounts recorded in the general ledger and improp-
erly charging to the ETA grant consultant fees, communication, sup-
portive services, and materials and supplies which should have been
charged to either the indirect cost pool or other direct projects. The
primary reasons for the questioned indirect costs were that OICA
included unallowable salaries and fringe benefits for the ex-presi-
dent and staff members working for the Chairman of the Board; made
improvements to the building OICA rents that were improperly ex-
pensed rather than capitalized and amortized, charged investment
losses that were improperly written off;, and made distributions to
affiliates that were improperly charged as indirect costs.

OICA disagreed with some of the questioned direct costs and stated
that it would “pursue documentation” for the remaining questioned
direct costs. OICA did not specifically address the various indirect
cost items questioned, but disagreed with the impact of the ques-
tioned indirect cost rates. (Report No. 18-94-019-07-735, issued August 19,
1994)

Audit of DOL Grants for WAVE, Inc.

WAVE is a national, nonprofit organization which received grants
from ETA for job training programs for youth (a Partnership grant
and an Apprenticeship grant). The OIG audited the grants for Fiscal
Years (FYs) 1990-1992 (about $1.4 million a year) and issued an
audit report on September 27, 1994. ETA has not renewed WAVE'’s
grants; the last grant from DOL expired on June 30, 1994. Of the
total $4.8 million in costs claimed by WAVE for FYs 1990, 1991,
and 1992, the OIG questioned $1.2 million (or about 25 percent of
the overall grant funds) for the DOL Partnership and Apprenticeship
grants ($448,058 direct costs and $758,158 indirect costs). Be-
cause of the reported findings, the auditors issued an adverse opin-
ion on the costs claimed for the audit periods. WAVE disagreed
with the questioned costs.

10
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Direct Costs: The questioned direct costs were primarily due to:
(1) failing to reduce rental costs, which included rental costs of sub-
lessees, by the rental income received from the sub-lessees; (2)
allocating to the Partnership grant unaliowable losses of other con-
tracts/grants; (3) including the costs of the Board of Directors as
direct costs instead of indirect costs; (4) reclassifying costs without
adequate documentation to justify the reclassification; and (5) un-
derstating revenues resulting from erroneous journal entries.

Indirect Costs: WAVE charged a disproportionate share of its sup-
porting service costs (indirect costs) as direct costs to the Partner-
ship grant. In addition, WAVE included substantial amounts of
unallowable costs in its indirect costs, improperly treated the costs
of fundraising activities as indirect costs, and allocated little or no
indirect costs to its largest program [Directly Administered Programs
(DAPs)] and to its private foundation grants.

WAVE was also inconsistent in the methods used to propose indi-
rect cost rates and to allocate indirect costs to its programs. Both
the indirect cost rate agreement and the grant provided provisional
indirect cost rates based on the use of total direct costs as the allo-
cation base. In proposing the rates for FYs 1990-91, WAVE ex-
cluded the total direct costs of the DAPs from its allocation base,
but, in proposing the rate for FY 1992, included such costs in the
allocation base. However, in allocating indirect costs for FYs 1991-
92, WAVE used direct salaries, excluding those of the DAPs.

Administrative Matters: In July 1990, WAVE revised its cost ac-
counting practices to stop accounting for time spent on the Partner-
ship grant, and to stop charging any costs to the grant during a fiscal
year. WAVE charged all of its costs to all other projects during the
year and, at year end, “allocated” (transferred) to the Partnership
grant the deficits of various cost centers whose activities, according
to WAVE, were within the scope of the Partnership grant. This was
done in a manner that the amounts transferred agreed with the grant
budget by line item and by total. '

WAVE's new method violated the following provisions of OMB Cir-
cular A-122: (1) accounting for salaries based on the “actual activity
of each employee” reflected by timesheets; (2) requiring that direct
costs be charged based on the concept of specific identification,
and; (3) treating losses (or deficits) on other contracts/grants as
unallowable costs.

11
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OLDER WORKER
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Because it did not account for the actual time spent on, and the ac-
tual costs incurred for, the Partnership grant, WAVE not only violated
key provisions of OMB Circular A-122, but it did not have accurate,
reliable financial data to (1) draw down the proper amount of Fed-
eral funds on a bi-weekly basis; and (2) prepare and submit to DOL
the required quarterly financial status reports. This deprived DOL of
the necessary data to monitor WAVE'’s financial operations under
the grant. (Report No. 18-94-021-07-735, issued September 27, 1994)

The Older Americans Act of 1965 authorizes subsidized part-time
work opportunities in community service activities for unemployed
low-income persons age 55 and over. Through grants and contracts
administered by ETA, the Senior Community Service Employment
Program (SCSEP) is intended to address unmet community needs
by utilizing the skills of senior citizens.

National Council on the Aging ($453,679 Disallowed)

The National Council on the Aging (NCOA) is a private, nonprofit
organization founded in 1950 to provide training, research, informa-
tion, and technical assistance to professionals and volunteers in the
aging field. NCOA is one of the National sponsors under the SCSEP.

CY 1990 Audit: In March 1993, the OIG issued an audit report for
calendar year 1990. The audit resulted in $560,145 in questioned
costs (indirect $327,121; direct $233,024), with a DOL impact of
$468,566. Because of these findings, the OIG issued an adverse
opinion on the indirect and direct costs claimed by NCOA for calen-
dar year 1990. The preponderance of the questioned costs resulted
from improper charges of salaries and fringe benefits for NCOA
employees who worked on non-Federal programs, or activities such
as fundraising, membership, private programs and lobbying activi-
ties, to both its indirect cost pool and ETA grants. Other questioned
costs resulted from the allocation of nonpersonnel costs (related to
above) and from other direct charges to ETA grants which resulted
in the improper shifting of substantial costs to the Department. In
September 1994, the ETA Grant Officer issued his Final Determi-
nation disallowing $453,679.

CYs 1988-89 Audits: In March 1991, the OIG issued an audit report
as aresult of afinancial audit of NCOA for CYs 1988-89. The find-
ings were similar to those noted above. In September 1992, the

12
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INTERNAL CONTROLS
IMPLEMENTED BY ETA
TO PREVENT EXCESSIVE
CASH DRAWDOWNS

PENSION PLAN
TERMINATIONS

ETA grant officer issued his Final Determination disallowing.
$342,545. On October 15, 1992, NCOA appealed to the Office of

Administrative Law Judges (ALJ). An ALJ hearing on this case is

still pending.

Thus, to date, $796,224 has been disallowed by the Department’s

Grant Officer. (Reports No. 18-83-009-07-735, issued March 18, 1993; and 18-
91-018-07-735, issued July 19, 1991)

ETA has taken a significant step to address a problem we noted
during a recent audit of a grantee. During that audit, the OIG discov-
ered that, for a number of years, a grantee had been drawing down
excessive funds. Attimes, the grantee had 4 to 5 months worth of
cash on hand. It appeared that ETA lacked procedures to avoid
excessive and unnecessary cash drawdowns by grantees. This was
confirmed when the grantee’s management staff and ETA staff stated
there were no such internal controls in place to prevent the draw-
down of any amount which did not exceed the total grant award.
While the OIG did not know how widespread the problem was, we
believed it occurred because internal controls (a computerized edit
check, etc.) were lacking which would alert ETA of excessive draw-
downs by grantees. Accelerated cash drawdowns deprive the Fed-
eral Government of the use of these funds.

The OIG recommended to ETA that a computerized alert edit check
be programmed into the system which would alert ETA staff that
grantees may be accelerating cash drawdowns. As a result, ETA
requested HHS’s Payment Management System staff to implement
a computerized drawdown filter. This filter will flag a grantee whose
monthly drawdowns are in excess of a certain percentage of its
monthly average. (Report No. 18-94-017-03-310, issued August 19, 1994)

The Employee Retirement Income Security Act of 1974 (ERISA) is
the principal law regulating qualified private pension and welfare
benefit plans in the United States. ERISA was enacted to curb
abuses in administering and managing the voluntary system for
employee pension and welfare benefit plans and requires adequate
disclosure of information to pension plan participants and their ben-
eficiaries. The law established standards of conduct for plan man-
agers in order to assure proper fiduciary controls; funding require-
ments to provide greater security for participants’ pensions; and a

13
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federally mandated insurance program, operated by the Pension
Benefit Guaranty Corporation (PBGC), to safeguard pension ben-
efits for workers when certain defined benefit pension plans are ter-
minated with insufficient assets to satisfy benefit liabilities.

Audit on the Impact of Pension Plan Terminations

The OIG performed a nationwide audit of pension plan terminations.
The main objective of the audit was to answer several questions,
including:

> Why are pension plans terminated?

> What impact do pension plan terminations have on American
workers?

°  What impact does the actual termination process have on Ameri-
can workers?

According to the Pian Year (PY) 1990 Internal Revenue Service (IRS)
Form 5500s, 60,859 pension plans were terminated involving 1.6
million participants and almost $27.6 billion in plan assets. Pension
and Welfare Benefits Administration (PWBA) information indicates
that during the same 1990 plan year, the U.S. had 712,000 active
private pension plans with $1.8 trillion in assets, which increased to
$2.5 trillion in 1992.

Plan Terminations: Since ERISA's establishment in 1974, Con-
gress has passed other laws to strengthen funding requirements
and provide additional protections to participants. Some of the
changes have limited plan contributions, reduced the accumulation
of tax deferred contributions, or provided new types of pension plans,
prompting some employers to change the type of pension plan of-
fered or terminate all pension coverage.

The OIG interviewed plan sponsors and asked why their plans were
terminated. Although sometimes more than one reasonwas given
for terminating a pension plan, these are the three primary reasons
given by 73 percent of the sponsors interviewed:

14
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« desire to eliminate the administrative and cost burdens of the
plans;

» reaction to tax law changes which reduced their tax benefits; and
» normal changes in the business entity or a change in sponsors.

Because of tax law changes and the resulting increase in adminis-
trative costs, some of the plan sponsors believe that the tax benefit
is no longer a sufficient reason to sponsor a qualified pension plan.
When asked what would be the best way to encourage sponsors to
maintain their pension plans, 77 percent stated that reducing bur-
densome administrative requirements, reducing regulations and
providing employer incentives by changing tax laws would encour-
age continued plan sponsorship.

The OIG believes employers originally set up their qualified pension
plans to provide retirement benefits, because the tax laws benefitted
them, and pension funding costs were acceptable. Without contin-
ued encouragement and incentives, plan sponsorship may decline
leaving millions of American workers without adequate pension cov-
erage.

Impact on Participants: Eighty-two percent of the participants in-
terviewed stated the plan termination had no effect on them. How-
ever, only a few of the participants demonstrated they truly under-
stood their pension plan and were concerned about losing pension
coverage. Eighty-one percent of the participants received only a
small dollar amount when the plan terminated, and they may have
considered the loss of a small benefit as no loss. Whether the par-
ticipants understood it or not, however, a pension plan termination is
areal loss in terms of both present benefits and future income; and
means a loss of. 1) time accrued toward retirement if a replace-
ment plan does not allow prior years of service to count toward vest-
ing or benefit accrual in a new plan or successor company’s plan; 2)
tax free accumulations if the distribution is not rolled over into an-
other retirement vehicle; 3) PBGC guaranty obligation for defined
benefit plans under Title IV of ERISA; 4) PBGC guaranty obligation
when irrevocable commitments (annuity contracts) have been pur-
chased to pay benefit liabilities; and 5) benefits to participants when
they cannot be located when the plan terminates.
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Another loss which is difficult to quantify is the possibility an indi-
vidual must delay retirement until later than originally planned and/or
experience a reduction in lifestyle at retirement because of a loss of
pension benefits.

Asset Distribution: In the qualified terminated pension plans, 81
percent of the participants received 8 percent of the benefits distrib-
uted which, if other resources are not ultimately available, would be
inadequate to provide a meaningful pension. On the other hand, 19
percent of the participants received 92 percent of the benefits, more
than $10,000 each, providing considerable assets toward future re-
tirement. In addition, some participants could not be located when
the plan terminated, and they may never receive their promised ben-
efit accrual under the terminated plan. Approximately $51.6 million
in retirement funds are being held for 105,000 participants who were
not located during the benefit distribution process. Some of these
participants and/or their beneficiaries may never receive their ac-
crued benefits.

The following table projects the amounts participants in terminated
plans received when benefits were distributed:

PROJECTED BENEFITS AT DISTRIBUTION

0 to 1,000 778 43 0.3
1,001 to 5,000 841 30 . 1.3 4
5,001 to 10,000 146 8 1.0 3

10,001 to 50,000 248 14 5.7 17
50,001 to 100,000 36 2 2.4 7

Over 100,000 65 3 23.0 68

Total 1,894 100 33.7
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Since retirement fund accumulations usually are related to the an-
nual income and length of service, low wage eamers and those with
short employment periods have little potential for earning large re-
tirement benefits. However, participants with large annual incomes
and longer lengths of time in the plan qualified for large amounts of
retirement funds.

Trends: For the period prior to PY 1990, it appeared employers
were terminating defined benefit plans and replacing them with de-
fined contribution plans. Some participants felt the change benefitted
them and others preferred the defined benefit plan. However, ac-
cording to the May 1994 issue of the Employee Benefit Research
Institute (EBRI) Notes, “Most recently, IRS statistics indicate that the
net growth in defined contribution plans may be slowing . . . IRS
determination letter statistics also indicate that the decline in the
number of defined benefit plans may be flattening.”

A desirable attribute of defined benefit plans is that they provide a
future monthly benefit based on a formula, which includes factors for
years of service and annual earnings. Most of the time, employers
are totally responsible for funding these plans. When changing from
a defined benefit plan covered under Title IV of ERISA, to a defined
contribution plan, participants lose the PBGC Federal guaranty over
pension assets.

Defined contribution plans generally provide for payments into an
account in the name of the participant and at retirement the partici-
pant receives the contributions and earnings in the account. Ifitis a
profit-sharing defined contribution plan, the employer decides how
much, or if, to contribute each year. The defined contribution plans,
in effect, shift the risk of investment gain or loss to the participant.

Conclusion: The audit indicated that ERISA provided reasonable
protection for the funds in qualified pension plans. However, in the
terminated plans we reviewed, most participants had only small
amounts of funds while the majority of funds belonged to a very small
number of participants.

The impact of terminations for most participants, especially those
with low annual incomes, was the receipt of only a modest amount of
retirement resources and the loss of an ongoing plan which accu-
mulated tax-deferred contributions and income. For some, the re-
sult was the loss of a defined benefit plan and receipt of a defined
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contribution plan. For a few, the impact was the receipt of very sig-
nificant amounts of benefits.

The U.S. Government has a long-standing policy of granting tax in-
centives to employers providing pension coverage. Individual em-
ployees participating in a pension plan receive a deferral on income
tax as their benefits accrue. The advantage of accumulating tax-
deferred benefits is lost when plans terminate and the funds are not
reinvested in similar retirement programs.

It is questionabie whether or not the participants covered in our re-
view understood or appreciated the need for retirement planning,
since 82 percent stated that pension plan termination had no effect
on them. When asset distributions from the terminated plans are
not reinvested, workers give up one of the major benefits of the cur-
rent pension and tax laws which allow pre-tax dollars to accumulate
into significant amounts of compounded tax-deferred retirement
savings. In addition, workers lose the vested time with the pension
plan and normally have to re-start vesting requirements in a pension
plan, if one is made available. As a result, some workers may not
be able to retire with income security or may be forced to remain

active in the labor force longer than they desire. (Report No. 09-94-001-
12-001, issued September 30, 1994)

The Department is making progress in several key financial man-
agement areas. For example, although the Department still does
not have a Chief Financial Officer (CFO), improvements have been
made in the proposed organizational structure for the CFO. In addi-
tion, many audit recommendations from the Fiscal Year 1993 audit
were resolved before the audit report was issued, and many audit
recommendations from prior years reports have been resolved and
appropriate action has been taken or is in progress. The Depart-
ment is also moving towards performance measures which reflect
program outcomes.

As reported in every semiannual report since the enactment of the
CFO Act of 1990, the OIG continues to be concerned about the lack
of a permanent CFO for the Department of Labor. Currently, the
Deputy CFO is serving as Acting CFO.
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The OIG believes that appointment of a highly qualified permanent
CFO would enhance the Department’s ability to achieve and main-
tain a high degree of sound financial management. Among the ben-
efits an independent CFO should provide to the Department would
be objective financial information before various program policy
decisions are made and objective financial evaluation of the results
of such decisions, such as cost analyses of performance measures
and activities, the monetary benefits of program outcomes, and the
return on investment.

in the last semiannual report, the OIG also expressed its concerns
about the proposed CFO organizational structure submitted to OMB.
The Department wanted to combine the functions of the Assistant
Secretary for Policy with those of the CFO. The OIG believed that
this could result in a conflict of interest. The perception, and per-
haps reality, would be that the CFO would not objectively evaluate
the Department’s finances related to his or her program policy deci-
sions. To maintain appropriate separation of duties, the CFO orga-
nization should be a separate agency in DOL.

Recently, the Department revised its proposal for the CFO organi-
zational structure to make the Office of the CFO a separate agency
in DOL. However, the Department decided to split the budget func-
tions between the CFO and the Assistant Secretary for Policy and
Budget (ASPB) as follows:

¢ The ASPB would be responsible for formulating the budget and
representing the Department before the Congressional Appro-
priations and Budget Committees, and the Office of Manage-
ment and Budget (OMB) on budgetary matters.

+ The CFO would be responsible for (1) all central budget execu-
tion, including apportionment and administrative control of funds
appropriated by the Congress; (2) monitoring the implementa-
tion of departmental budgets through ongoing ad hoc and peri-
odic formal reviews of component agency fund and position uti-
lization; (3) relating the costs of program operations to results
achieved; and (4) providing policy, guidance and oversight for
the development of agency financial management budgets.

The proposed changes, as presented to the OIG, appear to remove
the OIG's concerns about the CFQO’s independence and assigned
functions.
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FISCAL YEAR 1993
FINANCIAL AUDITS

The Department of Labor is required by the CFO Act of 1990 to
annually prepare and submit to OMB financial statements that present
the overall financial position, results of operations, cash flows, and
budget and actual expenses of the Department. As required by OMB,
the Department also includes, as part of the financial statements,
performance measures for its various programs.

The CFO Act requires that the Department’s financial statements
be audited annually for fair presentation. In addition, OMB requires
that the annual audit include an understanding of the internal con-
trols related to the completeness and existence/occurrence asser-
tions as they relate to the reported performance measures.

FY 1993 DOL Consolidated Financial Statement Audit

Audit Scope Qualification: As in prior years, the OIG qualified its
opinion on the Department’s financial statements due to the lack of
independent verification of data maintained by the U.S. Department
of Treasury (i.e., the Federal unemployment and coal tax revenues
and related receivables and liabilities). However, progress is being
made with Treasury and GAO officials in obtaining annual audits of
these revenues sufficient for DOL to remove the qualification from
its financial statements in future years.

Management’s Assertions: The financial statements and reported
performance measures must be reliable for the American taxpayers
and Government decision makers (Congress, Office of Management
and Budget, the Department, et al.). Inherent in the DOL financial
statements are six implied assertions by DOL management. I[f
management’s assertions are true, then the reports are reliable.
Therefore, management must have processes to ensure the
assertions made are true. The OIG's recommendations for improving
internal controls are designed to assist management in gaining this
assurance. These assertions are:

Existence or Occurrence: Reported assets and liabilities actually
existed at the balance sheet date, and reported transactions occurred
during the reporting period.

Completeness: Alltransactions and accounts that occurred during
the fiscal year were reported, and all assets owned and all liabilities
owed at the end of the fiscal year were reported.
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Rights and Obligations: Reported assets were owned by DOL, and
reported liabilities were owed by DOL.

Valuation or Allocation: Assets, liabilities, revenues, and expenses
were included in the financial statements at the appropriate amounts.

Presentation and Disclosure: Financial statement components were
properly classified, described, and disclosed in conformity with
appropriate accounting principles.

Compliance with Laws and Regulations: Transactions, activities,
and programs were in accordance with laws and regulations that
could have a material impact on the financial statements.

Current Year Audit Findings: In summary, of the 35 current year
recommendations, management agreed with 25 recommendations
and disagreed with 10 recommendations. The OIG will continue to
work with management on areas of disagreement. Management's
response contained information sufficient to resolve 16
recommendations, of which 2 are closed. The remaining 19
recommendations are unresolved. In order for a recommendation
to be considered resolved, management must provide a corrective
action plan that constitutes a reasonable proposal for remedying
the problems or deficiencies described in the audit within the shortest
possible time. None of the current findings were considered to be
material weaknesses.

The OIG made recommendations related to five of the six
management assertions: existence/occurrence, completeness,
valuation/allocation, presentation and disclosure, and compliance
with laws and regulations. We did not identify the need for
improvements in the rights and obligations assertion.

Existence or Occurrence Assertion: Improvements in intemal controls
would help ensure that (a) goods and services which have been
received are not included in undelivered orders; (b) documentation
will be available to support recorded salaries and expense
transactions; and (c) reported performance measures will include
only data that occurred during the reporting period.

In their response to the draft report, management did not agree that
amounts identified in the audit as over-obligated deprived the

21



Semiannual Report to the Congress

April 1 - September 30, 1954

Department of the use of those funds; however, they did agree to
reinforce their policy on periodically reviewing all obligations. With
regard to performance measures, management believes that its
evaluation of agency performance measurement systems would be
duplicative of the OIG’s auditing responsibilities.

Completeness Assertion: Improvements in intemal controls would
help ensure that (a) accounts payable, obligations and subsequent
adjustments, and Black Lung Disability Trust Fund receivables are
recorded in the proper accounting period; and (b) reported
performance measure data is complete. Although management
concurred that accounts payable were not correctly recorded at year
end, management believes that the correct recording of obligations
is as important as the correct recording of accounts payable. With
regard to performance measures, management believes that their
evaluation of agency performance measurement systems would be
duplicative of the OIG’s auditing responsibilities.

Valuation or Allocation Assertion: Improvements in internal controls
would help ensure that (@) accounts payable and related transactions
are recorded at the correct amounts; (b) funds with U.S. Treasury
account are properly valued; (c¢) Wage and Hour’s civil monetary
penalty and backwage accounts are correctly stated; and (d) District
of Columbia and Longshore Special Funds’' cash receipts are
allocated to the proper fund.

Although management did not concur with the degree or significance
of error noted in the accounts payable finding, they agreed in most
instances to take some corrective action. Management believes
that recommendations made regarding the reconciliation of funds
with Treasury are somewhat hampered by Treasury reporting
requirements that DOL balances agree with Treasury balances.

Presentation and Disclosure Assertion: Improvements in internal
controls would help ensure that accounts payable are properly
classified as Federal or non-Federal. Management did not agree
with this finding.
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Compliance with Laws and Regulations: Improvements in the
method of forecasting amounts needed from the Unemployment Trust
Fund (UTF) for State Unemployment Insurance and Employment
Service Operations (SUIESO) would help to maximize interest
earnings of the UTF, as required by the Social Security Act.

Management did not agree with the OIG’s conclusion that Monthly
Treasury Statements do not accurately reflect the outlays of the UTF
and appropriated funds.

Prior Year Audit Findings: The Department has made significant
progress in taking action on intemal control findings reported as a
result of the audit of DOL's FY 1992 financial statements. Of the 33
recommendations made (all of which also impacted the FY 1993
internal control structure), 19 are closed (i.e., appropriate actions
have been completed), 11 are resolved (i.e., management has
outlined corrective actions, but all planned actions have not been
completed), and 3 are unresolved (i.e., management has not yet
agreed on action to be taken on reported findings). Five of the
recommendations related to material weaknesses (four related to
the Department’s accounting and reporting for grants and one related
to the comprehensive accounting system for the Unemployment Trust
Fund). The 11 resolved recommendations pertain to: